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COMMENTS OF IRIDIUM LLC

Iridium LLC ("Iridium"), by its undersigned counsel, hereby responds to the

Commission's Public Notice, FCC 97-232, released July 2, 1997, in which the

Commission requested comments concerning the competitive bidding process for

spectrum, in anticipation of the Commission's report to Congress as required by

Section 3090)(12) of the Communications Act of 1934, as amended.

Iridium is on record with the Commission in IB Docket No. 96-22o-l' and other

proceedings opposing the use of competitive bidding (auctions) to select licensees

from among mutually exclusive Mobile Satellite Service (MSS) applicants.Y As Iridium

pointed out in that proceeding, auctioning spectrum for MSS licenses will not hasten

the development or deployment of new services because of the global nature of MSS

service. Using an auction in that context would do nothing more than confer upon the

1/ Amendment of Part 25 of the Rules Pertaining to Second Processing Round of
NVNG-MSS Systems, IB Docket No. 96-220.

2/ Comments of Iridium LLC in 18 Docket No. 96-220, filed December 20, 1996, at 5
9.
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successful bidder a license to operate in the U.S. -- a license that is only one of

approximately 200 licenses needed to operate a global system. If anything, use of

auctions by the U.S. would actually impede deployment of global service because of

the likelihood that other nations would follow suit, resulting in a series of sequential

auctions in numerous different countries that would create uncertainty for potential

service providers, a problem that was recognized by the Commission itself in its Notice

of Proposed Rulemaking in IB Docket No. 96-220.~1 This and other problems that

would result from using auctions for global MSS spectrum were described in detail in

the study entitled "Public Harms Unique to Satellite Spectrum Auctions" by Strategic

Policy Research, March 18, 1996, transmitted to the Chief of the Commission's

International Bureau on March 21, 1996,11a copy of which is being filed today in this

proceeding by the Satellite Industry Association (SIA). Iridium endorses the findings

and conclusions of that study, as well as the comments filed today in this proceeding

by SIA.

Not only has the FCC itself recognized that using auctions for global satellite

services would present a number of complex issues, but the U.S. Congress has

recognized this, as well. In the Conference Report pertaining to Title III of HR-2015,

the Balanced Budget Act of 1997 passed by the House and Senate this week, the

3./ NPRM in Docket No. 96-220 released October 28, 1996, at paras. 80-81.

~/ Letter to Scott Blake Harris from Satellite Industry Association, dated March 21,
1996.
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Conferees observed that the statutory revisions to the language in Section 3090) of the

Communications Act "should not be construed as a Congressional endorsement of

auctions for licenses to offer global satellite services," noting specifically that "the

treatment of global satellite systems raises numerous public policy questions beyond

the issue of spectrum auctions."~ The Conferees also pointed out that,

notwithstanding the expansion of auction authority contained in the 1997 Budget Act,

the FCC must still ensure that its determinations regarding mutual exclusivity -- a

statutory condition precedent to the use of the Commission's auction authority -- are

consistent with the obligations under Section 3090)(6)(E) of the Act. In this regard, the

Conferees stated that they were particularly concerned that "the Commission might

interpret its expanded competitive bidding authority in a manner that minimizes its

obligations under Section 3090)(6)(E), thus overlooking engineering solutions,

negotiations, or other tools that avoid mutual exclusivity. "£I Lest the Commission

adopt such an interpretation, the Conferees admonished the Commission that

spectrum auctions were not to be used for all licensing under all circumstances.

Iridium agrees with that approach, and respectfully urges the Commission that

auctions not be employed for the licensing of global MSS systems.

As noted at the outset, Iridium's interest in this matter is limited primarily to the

use of auctions for awarding licenses for global MSS systems. Notwithstanding the

51 Congressional Record, July 29, 1997 at H6173.

61 Id.
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limited scope of its interest, Iridium nevertheless wishes to comment on several

questions posed by the Commission in its July 2 Public Notice. First, the Commission

requested comment on how competitive bidding has facilitated the introduction of new

technologies and the entry of new companies into the telecommunications market.11

In response, Iridium notes that there does not appear to be a direct, positive

correlation between use of auctions and the rapid introduction of new technologies by

new companies. Although the A Block and B Block PCS auctions were followed

closely by the introduction of new technologies and services in the marketplace,

several other auctions conducted by the Commission have not produced tangible

results in the form of new services. Notably, the auction for Interactive Video Data

Service (IVDS) licenses, one of the first auctions to be held (in mid-1994), has yet to

result in the introduction of any new service in that band in any location. It would

appear that the rapid introduction of new technologies and new services has more to

do with the availability of equipment and capital than with the auction process itself.

The Commission also requested comment on how the competitive bidding rules

have insured that small business, rural telephone companies and businesses owned

by women and minorities have been able to participate successfully in the competitive

bidding process. A good and timely answer to that question may be found on the

II July 2 Public Notice at 5.
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front page of the August 1, 1997 issue of The Wall Street Journal~1 reporting on the

results of the C Block auction, which was designed to place PCS licenses in the hands

of small businesses. According to the press account, the C block auction has

become "a $10 billion fiasco" characterized by defaults by the winning bidders,

bankruptcies and threats of bankruptcies. It remains to be seen whether any of the C

Block auction winners ever will actually commence provision of wireless

communication services to the public. Suffice it to say for the moment, however, that

the auction process, in and of itself, does not appear to have conferred upon all of its

intended beneficiaries the advantages that were anticipated by many, including the

Commission.

In its July 2 Public Notice, the Commission also stated that as a result of

auctions "the public is now receiving the direct financial benefit from the award of

licenses. "~/ While it is true that "the public" has benefited recently from the

government's collection of significant spectrum auction revenues, it is not clear that

"the public" will be the permanent beneficiary of those collections. Instead, it is more

likely that "the public," in its role as consumers, will be required to pay back those

revenues eventually. Sound business practice dictates that, in the long run, the

spectrum acquisition costs incurred by the auction winners be passed on to

a./ See attached copy of The Wall Street Journal article entitled "FCC Auction
Designed to Favor Little Guys Threatens to Sink Some."

9./ July 2 Public Notice at 4.
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subscribers, and it is "the public" who will constitute the subscriber base that must

make those payments. In other words, what goes into one "public" pocket in the form

of auction revenues inevitably will come out of another pocket in the form of increased

prices for services. The result will be a wash, which means in essence that there will

not be any true recovery for "the public" of the value of the spectrum in the long run.

Iridium urges the Commission to include in its report to Congress an

assessment of the shortcomings and limitations of the auction process, as well as its

benefits. As a related matter, we also suggest that it is essential for the Commission

to portray to representatives of other nations the total picture concerning spectrum

auctions in the U.S. Historically, the U.S. has been the world leader in developing and

using telecommunications technology, and this leadership position is in no small

measure linked to our regulatory framework governing telecommunications. The rest

of the world looks to the U.S. and otten emulates it in this field, as witnessed by the

worldwide impetus in recent years toward privatization and deregulation in the

telecommunications sector. Given the limited experience with auctions thus far and

the mixed results they have achieved, it is important for the U.S. to communicate

clearly to the rest of the world: (1) that the experiment with auctions in the U.S. has

been just that -- an experiment; (2) that the scope of the experiment has been limited

to domestic-only wireless services; (3) that the results of the experiment have thus far

been mixed; and (4) that spectrum auctions are not a "one-size-fits-all" solution to

every spectrum management problem. Specifically, Iridium recommends that the
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Commission adopt a policy of requiring its spokespersons -- in speeches and other

presentations at multilateral and bilateral meetings with representatives of other nations

-- to make absolutely clear that spectrum auctions are not an appropriate licensing

mechanism for all types of wireless services, particularly global MSS systems.

In conclusion, Iridium respectfully requests that the Commission include in its

report to Congress an acknowledgment that use of competitive bidding for awarding

licenses for global MSS systems is not an appropriate exercise of the Commission's

auction authority.

Respectfully submitted,

IRIDIUM LLC

Of Counsel:

Thomas J. Keller
VERNER, LIIPFERT, BERNHARD,
McPHERSON and HAND, CHARTERED
901 15th Street, N.W. Suite 700
Washington, D.C. 20005
(202) 371-6060

Attachment

August 1, 1997

By:
F. Thomas Tuttle, General Counsel
Patricia A. Mahoney, Senior Coun el
IRIDIUM LLC
1575 I Street, N.W., 8th Floor
Washington, D.C. 20005
(202) 408-3800
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Bestof Intentions
FC·CAuctionDesigned
To Favor Little Guys
ThreatenstoSinkSome

Payment Terms for Lice~
Were Easy, So Firms Bid
BillionsTheyDidn't Have

Looking for the Cheap 'Pops'

By QUENTIN HARDy
And BRYAN GRCLEY

SlGIJ R*porUrs of THE WALL STRI':F:T J OURMAL

One year ago. the Federal Communica
tions Commission pulled off what looked
like a dazzling two-fer. Aiming to help
entrepreneurs compete with entrenched
J1ants. the FCC auctioned off hundreds of
new licenses to provide wireless telephone,
paging and other services. The auction
fetcbed a stwmtng 510.2 bUlion. and FCC
Chainnan Reed Hundt boasted about the
"c:ourage" of "these steadfast entrepre
neurial winners .•• to compete in the
wireless marketplace."

No one Is bragging now. A slew of
bidders. blaming a deteriorating market
for wireless stocks. say they can't pay for
their licenses. and they are threatening to
rue for bankruptcy If thd'CC doesn't bail
them out. The government could collect
biUlons of dollars less than was promised.
And the licenses that were supposed to
foster competition could instead languish
in court for years.

"It's unfortunate that we've been put in
this position, but here we are," says Mr.
Hundt, the regulator who has been thrust
into the unfamiliar role of banker.

Having failed to persuade the Treasury
Department to take over debt collection,
Mr. Hundt bas been forced to hire outside
bankruptcy lawyers whUe the agency's
own communications lawyers bone up on
bankruptcy law. He and his fellow commis·
stoners have spent the past month listen
ing to pleas from troubled bidders whO
want the FCC to cut their debt or ease their
payment terms.

Meantime. Wall Street Is demanding a
qulck solution while other bidders and
aggrieved rtvaIs are threatening to sue if
the FCC capitulates. Congress is watching
as it considers whether to limit future
auctions of rights to use the electromag
netic spectnUn. And ll'big embarrassment
looms for the atnton administration,
which has touted auctions as a crowning
achievement of its telecommunications
policy.

Attractive Terms
Why the "C-block" auction has bt!come

a 510 bUllon fiasco Is a tale of seemingly
good intentions gone awry. seeking to help
little players enter the telecommunications
game, the FCC offered an installment·pay·
ment plan that would help them buy li
censes. Instead, the attractive terms artifi
cially inflated the bidding and scared off
Wall Street. wbtch decided some bidders
had paid way too much to be the fifth or
sixth wireless competitors in the market.

The C·block auction is a bit of an
anomaly. albeit a potentially costly one. In
14 spectrum auctions In three years, the
FCC has collected nearly 512 billion, In'
duding 51 bUlion so far from the C-bIock
auction. The auctions have put 4,377 li·
censes in the hands of companies vying to
offer phone. paging, radio and other serv
ices-and Mr. Hundt says fostering compe
tition remains his priority as he deter
mines what to do about the troubled C
block bidders.

Last year. he shrugged off suggestions
that some bidders had overpaid, saying he
was "indifferent" to the prices and insist
ing deadbeats would have licenses taken
away for reauction. He defends negotiat
ing with bidders now as a logical reaction
to the threat of bankruptcy litigation.
'~Bankruptcy is not swift, it's not smooth,
it's not certain:' he says. "It's a funda
mental problem because I don't want the
licenses on ice."

But it is increasingly doubtful that big
bidders are going to get much. if any,
relief. "I've met with qulte a 'fIumber of
players and no one has made a compelling
case for significant modification," says
FCC Commissioner Susan Ness, who used
to handle loans to communications compa
nies as a banker. Sbe thinks the FCC might
make minor changes. but says, "mainly,
you make your payments or you lose your
licenses." Commissioner Rachelle Chong
has expressed similar thoughts, and even
Mr. Hundt vows a "tough minded" ap
proach with the largest bidders: "They
have a lot of sunk costs and a lotof assets to
protect and we think they have a lot of
incentives to pay."
WInnIng BkIs

In 1993 Congress authorized the FCC to
auction communk:ations-spectrum li·
censes. The FCC made a splash by raising
57.7 billion with its auction of the so-called
A- and B:-blocks in 1995. Giant companies
such as AT&T Corp. paid for winning bids
with cash up front.

The C·block auction was designed, at
Congress's behest, to distribute licenses to
small businesses. rural phone companies
and businesses owned by minorities and
women. In addltlon, Congress urged the
FCC to offer helpful financing such as
installment payments.

A landmark 1995 Supreme Court deci·
sion scuttled special treatment of women
and minorities, so the FCC designed the
C·block to help small companies with an
nual revenues of less than S40 million.
Bidders were alloWed to pay over 10 years
at below·market rates, with interest-only
payments for the first six years.

Experts now say the terms were a
Please Tllm to Pane A5. Column J

The Wall Street Journal
August 1,1997 atA1
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crucial fiaw. "An initial six years of inter
est-only payments increases the likelihood
of speculation," says Peter. Cramton, a
University of Maryland economics profes
sor who helped design the structure of an
l!arIler auction. "If anything, you'd want a
higher up-front payment from a new com-

o pany. to reduce the risk of default."
The c-block auction began in December

1995 with 255 bidders and ended with a
reauction of some properties in July 1996.
Many of the "entrepreneW'S" weren't
small fry, though.
. Top executives of NextWave Telecom
Inc. of san Diego indude former FCC
adviser Janice Obuchowski and Allen Sal
mast, once president of wireless opera·
tions at Qualcomm Inc.. a big maker of
digital-eommunications gear. Qualcomm,
Sony Corp. and South Korea's Pohang Iron
& Steel Co. all pledged bidding money to
NextWave, which topped all bidders by

·offering 1'.2 billion for 63 licenses. Pocket
Communlcat1ons Inc., of Washington,
D.C., which bid $1.4 billion. was started by
Daniel R1ker,·a fonner senior executive of
MetCommunicationsCorp., and had back
ing from Westinghouse Electric Corp. and
a consortium of Asian investors.

Though well-eonnected. many compa
nies started with nothing like the money
needed to pay for their spectrum in full.
TypicaJJy, there was enOugh for a modest
down payment. and a plan to use the
spectrum to raise more money. Pocket
entered the auction with "something like

·$SO million" in. capital and eventually
raised about $180 million. Mr. Riker says.

For most bidders. gettingspectrum was
crucial to their survival. 'With no license.
there's no business, but there just isn't
room for that many small companies."
says Prof. Cramton. (He advised Pocket
during the auction. but declines to discuss
his work for the company.)

Many bidders targeted certain cities,
putting further upward pressure on bid·

. ding in those areas. Pocket, which hoped to

. unite digital cellular networks on the East
a~WestCoasts, bid heavily for Iicenses.in
Chicago and the. Midwest. Omnipoint
C?rp., Bethesda, Md., which had earlier
picked up properties in the New York area
went after Philadelphia. NextWave, which
!Jas an unorthodox plan to resell its serv
Ices using commercial providers like MCI
also needed national coverage for its pla~
to work.
· Executives also projected high sales
and ~re~ hope from a hot stock market:
Ommpomt. Which already owned some
wi.r~less licenses, saw its January 1996
Initial public offering at S16 a share soar
75.'" in on~ month. The stocks kept climbing
wlt.h the Slze of the C-block bidding, almost
as If the two fed on each other.

. The result was "a brawl." says
Pocket's Mr. Riker. For many. bidding
rapidly escalated beyond the levels of the
A· and B-block auctions. Those bidders had
paid an average of $15.54 per "pop~" an
industry term for a potential customer.
C-block participants wound Up bidding an
average of $39.88 per "pop." But most of
the problem was with the top 10 bidders,
who offered about S8 billion. Most of the
other bidders aetuaUy bid dose to or less
than comparable A- and B-block levels,
FCC officials say.
'ExquJsitely PaInful'

Even larger outfits such as NextWave
were daunted by the number aDd SiZe of
the bidders. "It was fiercely competitive.
beyond people's control," says Mr. Sal
masi. NextWave's president "We had to
bid prices into the mid·S30s a pop" just to
thin out the competition.

"Itwas exquisitelypainful," says Steve
HUIard. a representative of the Cook Inlet
Alaskan Native Corp. of Anchorage. a
minority-owned company seeking wireless
properties in the West and Southeast "We
hoped for S1 a POP. and we were ready for
up to about $20.

"The bids went past that within a few
weeks. We were heartbroken. We'd spent a
year and a half helping to write the
legislation. finding the best partners we
could. then seeing a prudent business plan
get curtailed by speculation. Every night,
we'd talk about another opportunity that
had been ruined." The Alaskans pulled out
of their partnership with BeJlSouth Corp.,
but won the bidding on a few cheaper
properties. such as Tulsa, Okla., and Spo
kane. Wash.

Some big players with plenty of indus
try experience pulledout as the bidding got
too high. Among these was Craig McCaw,
the wireless·industry pioneer Who sold his
company to AT&T for $11.5 biUion in 1994
and who was trying to set up a new
venture. Mr.McCaw says the bidding
spelled doom for many.

If the FCC was aware of its mounting
problem. nobody inside the agency admit
ted it At an investment conference in
March 1996, Michele Farquhar. then chief

.of the FCC's Wireless Bureau. said, "We
will not stop the bidding because spectrum
is supposedly overpriced."

At a wireless convention in Dallas,
Kevin COmpton. a partner at the Palo Alto,
Calif.• venture-capital firm of Kleiner Per
kins caufield & Byers, says he warned Mr.
Hundt: "Within one year. you'll have to
change your •.. rules and payment sched
ules. If you don't. all the lawyers who have
been trying to understand your crazy FCC
bidding rules will be trying to understand
bankruptcy laws."
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No way, Mr. Hundt replied. He wu
equally empbat1c In wandnr conference
attendeeS that the Pee wouldn't accept
defaults. ''Forpt about It... he said in a
speedL "We baft Ion&' bad plans to ruue
tlon defaulted licenses rtgIlt away."

Watdltnr gleefully from the stdeUnes
were the big c:ompantes that the Fro had
hoped to tbreaten with a borde of new
rivals. ''We were passlnr around Internal
memos tbat sbowed bow mucb more theY
patel for theirproperties than wedtd... says
Wayne Perry, formerly vtc:e-c:balnnan of
m,T's Wireless divtston, and now p~i

dent of Mr. McCaW'S 0neC0mm Corp.
EXcess Competition

Meanttar.e. challenres from disgruntled
bidders delayed FCC Issuance of Uc:enses
to NextWave. Pocket and olbers. By sep
tember, some were btiltlDg they might
have trouble paytnr. Ina letter to the FCC.
NextWave's Ms. Obuchowskt told her for
mer mlleques they Umust rec:ognlze the
fundamental difficulties companies face in_. .... -' ......
piDJnr ac:cess to capital," and rec:om
mendect that her company receive a one
year defeml of Interestpayments.

By the UJne BextWave &lid others
started getting tbelr 1lceDses. Wall Street
wusourlDronwirelessstart-ups. Besetby
tec:bDIcal gUtcbes. problems putting up
anteDaa towers ancl fears of excessive
competldoa. thesectorwu trashed. Omnl
point's stock. wblch bad peaked at $35.50 a
sbare In OCtober, c:rasbed to $6.63 tbts
AprIl. It ClDTeIltly trades at S15.3125 a
sbare. Just u the bidden bad JustUled
bigb bids with bIgb market valuattons. the
crash now reduted their ehances for ob-
talnlnr flnanc:lnc. -

NextWave bas filed for both an lnltlal
publle offerlnr and public debt. but bas
wltbbe1d both for fears they would flU. Mr.

S&lmas1 says tnvestors don't accept his
projections about the me of the martet.
and In a cautious tum. bave demanded to
see real earntnrs, rather -than -casb-Oow
proJections. ''Tbere was a c:bange in mar
ket psycbology," he says.

Pocket's Mr. RIter saw bankers' doors
close u be tried to useinble an lnltlal
publlc offerlnr to pay for equipment. staff
and aUdfon payments. uJust after the
auetloD. we had talked to Bear Steams.
Goldman Slchs and Cowen Ie eo. '!bey
were all bot to 1'0," says Mr.. RIter, Who
eventuallY~With Donaldson. Lufkin
Ie Jenrette Inc. "Then Omnfpolnt (stockl
crashed, and the prices at the next auc
tions were down M. The banken started
explalnInr the facts 01 life to us...

On April 1. Pock~ filed for Chapter 11

bIIItrUPfCYprotecUon after ItCDUIda't find
SL8 m1IUoD for an interest payment to a
bICker. Just tile day before, the FCC had
sfOPPed tUlnr aD Interest payments from
the bidden. sayIJIIlt wanted to CODSkIer
letUar tbem make payments annually
rather than quarterly. Pocket. NextWaWl_
andotbertroubledbtdclensteppedup tbe1r
caDs for reIlef. and soon the lICC con
frOnted a nft of prapauIs to restructure
.bldderdebt.1ncIudIDrnduclnr it by more
tbIn baJf and ellmlnatlnr lDterest pay
meats for eIcbt jean. Mr. Hundt toned
down bls touIb talt about rtdalm1nr U
ceases because eompanles were threaten
lDr to Ibleld tbem In bantrupte:y - a dan
ger the lICC was aware of last JW' but
didn't coaslder a stpU1cant tbreat.

Pre laWJel'S say tbat wbtJe a 1934
communlcatlons law AYS uceases aren't
coastdered part of a bankrupte:y estate,
some courts. reIyIDr on the Bankruptcy
Code, bave ruled otberwlse. Without a

dearer -1epl picture, rre-omdals fear
Uceases In-blntruptey c:ou1d be tied up in
court for several yean, an etemtty lD the
telecommunlcaUoas business. -

'1'be lICC bas been uktD&' eoaeress to
dear up tile uocertalntJ, and Mr. Hundt
says be bapes to persuade lawmakers to
act by tile eod of september Uso we can
dlctate tile terms of surrender Instead of
beInr mired In the bant1UPtc:y swamp."

Now the Pre finds itself in a multibU
lloIHIOI1ar came of c:blcten with Next
Wave. Pocket and other blr bldders. An
Pre task force headed by staffer Jon
Garda. a former MdQnsey Ie Co. consult
ant,lswortIDrtodeViseasolution tbatwill
win tile supportofat least~of the four
lICC c:arruntssIc!Nn.

WblIe Mr. Hundt bas btnted be espe
cIaIl1 wants ~ belp small. rural eompetl
ton. other Commissioners bave argued
tbatanyqqeswould~bidders
In future auctions to bid In"espQII$lblY lD

the bellef that .the 1!CC will ease their __
obllpttoas. lis. Ness says any slgnlftcant
step also would be unfair to bidders that
witbdreWfrom the C-bloct auction, com~
peUnr blddei'S and companies that won
UCdRllD other llJCtloDS. "It seems to me
the marketplace sbould be allowed do Its
wm." sbe says. But the conunisslon Is
seriouSlY-eonslderlng small steps, such u
an amnesty program in wblch bldd~
would be forgiven debts and penalties U
they return Ucenses for reauctlon.

TIle primary goal. Mr. Hundt says, Is to
get~ to companies that wU1 buDd
phone systems and start competing. "Tbls
Is not I bad poUCY. but people In Wasblng
ton bave to reaUze Uyou're going to follow
tbls poUcy, yOU're going to bave to act llke
people OR Wall Stl'eet.1t be"says. "It would

I be easy to do notblng, but that's not
commercla1lY reasonable. that's not what
lAM" do. and that'l not mod communi-
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